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Abstract
The paper examines the effects of unemployment as well as self-employment on happiness in Japan. 
It is considered theoretically that in the case of voluntary unemployment, the level of happiness could be 
higher than that of those employed at lower wage. However, judging from the questionnaire survey, we 
could insist there is little possibility of voluntary unemployment, and that the employed are happier than 
the unemployed. 
It is also shown that the self-employed derive higher happiness than those employed in firms 
irrespective of level of income and working hours. It seems that people derive from not only pecuniary 
utility but also non-pecuniary such as procedural utility, or psychological factor in terms of their own 
decision-making.
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I. Introduction
It is well known that happiness and income doesn’t increase in the same proportional scale, which is called 
Eastelin’s paradox. Research on happiness has been focusing on why the paradox has come out since then. 
One of the solutions to it is to introduce relative income in the utility function. In this case, when everyone’s 
income increase in the same proportion, one’s utility or happiness doesn’t increase. Furthermore, when the 
comparison income is considered to be his own previous income, we can understand the reason why people 
won’t accept the lower wage than the previous one. In other alternative way of thinking, we might suppose 
our own aspiration level and compare it with our own current income. In this case, even if our income in-
creases, when the gap between the current income and aspiration level increases, our happiness would de-
crease. Thus, introducing comparison targets in the analyses seems to matter. Moreover, since preferences are 
supposed to be formed intrinsically depending on his or her working environment, we need to consider utility 
is derived not only from the outcome but also from the process in earning income. In this case, the latter is 
grasped to be non-pecuniary utility.
It is very difficult to judge objectively whether there exists voluntary unemployment or not. However, some 
questionnaire surveys on subjective wellbeing or levels of happiness provide information about the utility 
level of unemployed and employed people. As a result of that, it turned out to be possible to analyze whether 
unemployed people are better or worse off than people with the same income but less leisure time, and what 
major determinants of self-reported subjective wellbeing or happiness are. These are reasons why many eco-
nomic researchers on happiness have been beginning to work on.
According to some researches, it is known that being employed makes people much happier than being 
unemployed. Some economists insist that however low the wage of the employed is, it is the case (e.g. Clark 
and Oswald 1994; Winkelmann and Winkelmann 1998; Clark et al. 2001). It is thought that being employed 
creates a value over the income it generates. However, according to neoclassical theory, unemployment is vol-
untary, and people prefer being jobless, rather than to engaging in work at lower wage. Or, the unemployed 
might be able to enjoy free time because of the financial aid. Then they would be happier than the employed, 
everything else being constant 1） . So, our research explores about how employment or unemployment affects 
people’s happiness.
Our paper insists that there is another, so far largely neglected, relationship between happiness and sta-
tus of employment. It seems that there is a huge difference between the self-employed and the employed in 
terms of procedural utility.  Procedural utility provides non-pecuniary benefits and is derived from that people 
 1） Individuals optimize their utility by keeping the equilibrium of marginal benefit and cost for unemployment. Refer to Frey Bruno (2008). 
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value not only outcomes, but also the conditions and processes leading to outcomes (Frey et al. 2004; Benz 
2007). While the self-employed could do what they would like to act and get procedural utility, the employed 
couldn’t act as they want to do since they have to obey orders given by their superiors. As a result of that, 
they couldn’t get procedural utility. With regard to the unemployed, it is true that they don’t earn income, 
but they have the right to decide how to spend their time. If people obtain utility not only from the pecuniary 
outcomes but also from the process on that they can decide and the latter effect is larger than income effect 
through employment, people might choose unemployment.
II. The previous research and data
Thus, if we take procedural utility which is non-pecuniary factor into account in thinking about relationship 
between employment and happiness, status of the employed would become an important factor. For example, 
self-employed people or top managers enjoy their position as independent actors on the market, or as actors 
not subject to a hierarchy. Clearly, such procedural utility differs from outcome utility. While the latter has 
something to do with variables such as income as well as working hours, the former seems to be related with 
status of employment.
The unemployed have the right to decide on how to distribute the free time. In the case of the voluntary un-
employed, this utility might exceed the decrease in utility due to income loss. Furthermore, the discretion of 
the self-employed in terms of decision-making is much bigger than the employed in firms. So we try to find 
an answer the following question in this paper: (1) does the procedural utility make the unemployed happier 
than the employed in Japan? (2) Does the self-employed feel happier than the employed in Japan? We use 
panel data of eleven years in Japan (Preference Parameters Study, Osaka University) to answer them.
(1) The previous research 
Matthias Benz and Bruno s. Frey (2004) conclude that the self-employed enjoy higher job satisfaction than 
others using a cross section data of 23 European and North American countries. Blanchflower (2000) exam-
ines the role and influence of self-employment across the OECD and insists also that the self-employed have 
higher levels of job satisfaction than employees. On the other hand, he (2004) means that reports that the self-
employed feel a lot of pressure as well as stress at work. Therefore, his conclusion when people evaluate the 
effects of the self-employed on happiness, they might tend to place more weight on non-pecuniary factor 
rather than pecuniary factor. Iyengar (1999) also states that independency or self-determination may be im-
portant in individualistic western culture, but not in more collectivistic Asian culture. Judging from this point, 
it might not be valid that the self-employed feel happier than the employed in Japan.
In addition, he shows that there is a strong negative relationship between the self-employment rate and the 
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unemployment rate in Japan. When economy is in a recession, the self-employed might feel more uneasy. As 
a result of that, the number of the self-employed seems to decrease.
With regard to the relationship between unemployment and happiness, Fumio Ohtake (2012) concludes 
that unemployment reduces happiness by using both cross-section data and panel data. In the case of cross 
section data of one year, it is impossible to control personal characteristics. Our paper extends the panel data 
and tries to derive the robust conclusion from our analyses.  
We can estimate the effect of status of employment as well as unemployment on happiness by using the 
methodology with individual fixed effects that excludes spurious correlation due to time-invariant unobserved 
characteristics of people.
We conclude from our empirical results of the fixed effects model that even if we take the procedural utility 
into account, the unemployed don’t feel happier than the employed in Japan. Furthermore, the self-employ-
ment is not statistically significant to drive individual well-being in Japan as it is in other countries.  That is, 
happiness of the self-employed is not always happier than the employed. This result is quite different from 
Matthias Benz and Bruno S. Frey (2003).  It seems that the reason might be because they use one-year cross-
section data, or there might be difference of culture that has negative effects on the self-employed. 
(2) Data
The data used in empirical analysis is based on the Preference Parameters Study from Osaka University 2） .
The data-set collected by the panel survey has been filed annually since 2004 using a random sample drawn 
from men and women aged 20-69 years old by a self-administered placement method in Japan. PPS survey as 
a time-series data conducts almost same questionnaire every year from 2003 till 2013, and amounts to 9680 
data. The survey also contains extensive sources of information on the attributes as well as  working condi-
tions of an individual, such as income, industry of  occupation, type of employment, education career, and 
working hours extra. 
With respect to happiness, the following question is asked: “Overall, to what extent are you currently feel-
ing happiness?” The answer is arranged between 0 and 10, where 0 means ‘”very unhappy”,10 means “very 
happy” and 5 means “neutral” ,that is, “neither happy nor unhappy”.
Compared with the previous researches about unemployment in Japan (e.g. Fumio Ohtake, 2012), our data 
is the panel one ranging from 2003 to 2013, it is possible to control the effect of individual attributes when 
analyzing the effect of unemployment on happiness. Though S. Sano and F. Ohtake (2007) use 3 year-panel 
data, it seems that the periods are too short. 
 2） Preference Parameters Study (hereafter PPS) of Osaka University is conducted mainly with an aim to estimate parameters of preferences 
such as time preference, risk aversion, habit formation and externality, carrying out the 21st Century Center of Excellence Program "Be-
havioral Macro dynamics based on Surveys and Experiments"(2003-2007) and the Global Center of Excellence Program "Human Behavior 
and Socioeconomic Dynamics"(2008-).
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When analyzing the effect of self-employment on happiness, it seems that PPS contains all the basic infor-
mation required for the study; the survey includes some same questions on people’s attributes and the work-
ing conditions as the ones used in the previous researches. For example, the main explanatory variable of 
‘self-employment’ comes from the question of “What is the status of employment for you?” In one of the an-
swers to it, there is “self-employed (excluding family employee)”. In our paper, ‘self-employed’ are treated as 
dummy variable, and takes on the value 1 when individual choose self-employed, and 0 when people choose 
other options. Moreover, PPS contains some important control variables: personal net income of the year (cat-
egorized by 12 levels), working hours per week, education career, tenure (years on this occupation), hierarchy 
(numbers of employee in the employed company), and employment positions.
A potential disadvantage of the PPS is that it does not include questions about job satisfaction. Therefore, 
it is impossible to examine the direct effect of self-employment on individual job satisfaction. However since 
individual well-being and satisfaction at job are closely related, they are supposed to be the same conception 
here.
(3) Descriptive Statistics
Figure 1A and 1B show trend in the mean level of happiness from PPS across the years. Figure 1A shows 
distribution level of happiness level over the whole observing periods. We can see the two peaks in it, which 
is usual phenomenon in such a questionnaire distribution, and the number of people who feel happy is big-
Figure 1A: Distribution of the Level of Happiness of Japanese from PPS
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ger than those who feel unhappy. Figure 1B shows distribution level of happiness by year from 2003 to 2013. 
From Figure 1B, we can see the number of people who feel happy in the late periods of the observing years 
is bigger than those in the early periods. It seems that the recession periods of Japanese economy during the 
early periods might be related with such a phenomenon.  
While Figure 2 represents levels of happiness between the unemployed and employed, Figure 3 represents 
them between the self-employed and employed. From the figure 2, happiness of the unemployed is lower than 
the employed during these eleven years. Figure 3 shows that the level of happiness of the self-employed and 
the employed didn't make too much difference until 2009, but after year 2009 the level of happiness of the 
self-employed has been higher than that of the employed.
Table 1 to 3 report the difference of happiness levels of people who are employed, unemployed or self-
employed. Table 1 compares the mean level of happiness between the unemployed, self-employed and all the 
people. Table 2 shows the difference of happiness between the unemployed and the employed 3） . 38.53% of 
the unemployed answered that they were unhappy. On the other side, only 12.4% of the employees answered 
“unhappy”. At the same time, only 38.17% of the unemployed reported they are happy, on the other hand, 
67.7% of the employed feel happy. Table 3 compares the level of happiness between the self-employed and 
the employed in the same categories as Table 2. From Table 3, it is the least likely to evaluate that those who 
 3） In this table, the 10-point scale of happiness is divided into three categories: “happy” corresponds to level 6 and higher; “unhappy” to level 
4 and lower; and “neither happy nor unhappy” to level 5.
Figure 1B: Distribution of the Level of Happiness by year between 2003 and 2013
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are self-employed feel higher average level of happiness than the employed. The self-employed are defined 
here as those who are self-employed and have no intension to change job in next two years. It is reported that 
Figure 2: Level of happiness for the unemployed and the employed
Figure 3: Level of happiness for the self-employed and the employed
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10.83% of self-employed reported “unhappy”, 12.4% of the employed feel they are unhappy.
III. Empirical analysis 
(1) Unemployment with Happiness 
In this paper, we use individual fixed-effects regression method, in which individual happiness levels are 
regressed on unemployment and other personal characteristics. The estimated equation is the followings:
It is assumed that  is not correlated with the other independent variables and has the distribution with 
 , and is assumed to be a non-stochastic variable. We could estimate non-pecuniary effect of 
unemployment in this equation. The sign of  can be positive or negative theoretically. 
Table 4 and Table 5 represent the descriptive statistics of PPS data and the results of fixed-effect regression. 
The main results are as follows in Table 5. The results from these linear fixed-effects regression show that 
negative effect of unemployment on happiness is a robust phenomenon. 
Table 1: Employed people and their Level of Happiness
Variable Observations Mean Min Max
Happiness of all 43007 6.383147 0 10
Happiness of unemployment 545 5.027523 0 10
Happiness of self-employment 3234 6.387755 0 10
Sources: PPS (2003-2013)
Table 2: Un-employed people and their Level of Happiness
  Level of happiness  
Unhappy Neither happy nor unhappy Happy Total
Employed 12.4 20.0 67.6 100
The unemployed 38.5 23.3 38. 2 100
The self-employed 10.8 21. 4 67.8 100
Source: PPS (2003-2013).
Table 3: Self-employed people and their Level of Happiness
  Level of happiness  
Unhappy Neither happy nor unhappy Happy Total
Employed 12.4 19.89 67.7 100
The self-employed 10.83 21.39 67.78 100
Total 23.23 41.28 135.48 100
Source: PPS (2003-2013).
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Table 4: Descriptive Statistics from the PPS
Table 5: Regression of unemployment on happiness
Variable Mean S.E.
Happiness 6.383147 1.823188
Sex (Male=0,Female=1) 1.532761 0.4989313
Unemployed 0.0127104 0.112023
Age 51.86361 14.94113
High school graduate 0.5791974 0.493695
Undergraduate/postgraduate 0.2453938 0.4303267
Vocational school graduate 0.2851796 0.4515065
Age2 2913.067 1487.829
Have a spouse 0.7925306 0.4054992
Real assets 4.466917 2.450472
Financial assets 3.751924 2.569056
Home ownership 0.7617085 0.4260432
Household income 4.708312 2.054663
Health 2.812481 1.109878
Job security 2.437529 0.7369718
Inflation -0.26124 0.6877933
Unemployment rate 4.573817 0.4247375
 Model (1) Model (2) Model (3)
Sex 1.967 1.931 1.902
(1.201) (1.200) (1.200)
Unemployed -0.384** -0.342** -0.344**
(0.156) (0.156) (0.156)
Age -0.00494 -0.00510 -0.00588
(0.00870) (0.00869) (0.00870)
High school graduate 0.0797 0.0857 0.0754
(0.0808) (0.0807) (0.0810)
Undergraduate/postgraduate 0.265** 0.270** 0.257**
(0.111) (0.111) (0.111)
Vocational school graduate 0.216*** 0.222*** 0.197***
(0.0448) (0.0448) (0.0480)
Age2 3.98e-05 4.22e-05 5.22e-05
(0.000100) (0.000100) (0.000100)
Have a spouse 0.686*** 0.690*** 0.688***
(0.110) (0.110) (0.110)
Real assets 0.0179 0.0172 0.0180
(0.0137) (0.0137) (0.0137)
Financial assets 0.0329*** 0.0337*** 0.0336***
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First, in Model 1, people who have spouse represent higher level of happiness than those who don’t have 
one. Women enjoy higher level of happiness than men, though the significance level is 10%. People who 
graduate from universities, senior high schools, and vocational schools show a higher level of happiness than 
those who graduate from junior high schools. Unemployment gives substantial negative effects to happiness, 
holding the income, gender, assets, age and other individual characteristics being controlled for. One aspect 
not captured by model 1 is fear of unemployment. Whether people hold fear of unemployment (job security) 
or not seems to have a big effect on happiness. 
Model 2 puts job security into the regression model to examine the effect. The result represents that job 
security significantly derive people’s happiness for both who are employed and who are unemployed. In other 
words, the increase in the possibility of “losing job” reduces people’s level of happiness even for those who 
are working at present. 
In Model 3, the macro factors such as inflation rate and unemployment rate are included in the regression 
analysis. The results show that the rise in the unemployment rate has a negative effect on the level of happi-
ness (even the result is not statistically significant). It seems that the rise in unemployment rate might increase 
the possibility of losing the individual’s job. On the other hand, if many people get unemployed, utility level 
of individual might not decrease too much relatively. 
 Model (1) Model (2) Model (3)
(0.00907) (0.00906) (0.00906)
Home ownership -0.0102 -0.00900 -0.0126
(0.101) (0.101) (0.101)
Household income 0.0537*** 0.0522*** 0.0534***
(0.0110) (0.0110) (0.0110)
Health 0.0995*** 0.0969*** 0.0964***
(0.0141) (0.0140) (0.0141)






Constant 2.221 1.982 1.761
(1.788) (1.786) (1.792)
Observations 15,886 15,886 15,886
R-squared 0.020 0.024 0.024
Number of panel ID 6,493 6,493 6,493
Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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(2) Self-employment with Happiness
Table 6 presents the descriptive statistics from the PPS, indicating the differences in average level of hap-
piness between the self-employment and employed. The effects of the self-employed on their happiness are 
evaluated in individual fixed-effects regression. The reason for this is that the self-employed people may have 
natural tendency to be more positive about their lives, or may have inherently another characteristics different 
from the employed. The estimated coefficients might then reflect not non-pecuniary benefits derived from be-
ing self-employed, but merely personal differences of characteristics. The estimated equation is the followings:
With respect to , it is assumed that the same is valid as before.  
Table 6 gives the basic description of the data used and table 7 shows the results on the relationship be-
tween self-employment and people’s happiness in Japan. The results from Table 7 show that the effect of 
self-employment on people’s happiness is a robust phenomenon. At first, in Model 1, the results indicate that 
keeping the age, education, income, working hours constant, people who are the self-employed are happier 
Table 7: Regression of self-employed on happiness
Model (1) Model (2) Model (3)
Self-employed 0.158** 0.136* 0.151**
(0.0680) (0.0706) (0.0725)
Age 0.112 0.0922 0.0995
(0.157) (0.158) (0.158)
Age2 -0.00133 -0.00111 -0.00119







Total net income (log) 1.12261 0.6134801
Tenure 3.775904 1.61814
Tenure2 16.87573 12.7533
Working hours per week 40.80776 16.871
(Working hours) 2 1949.892 1554.35
Firm size 3.777895 2.582829
(Firm size) 2 20.94324 24.57881
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than the employees. 
Some of previous studies show that the self-employed enjoy higher job satisfaction than the employed 
among European and North American countries. However in non-Western countries including Japan, the 
results for them are not statistically significant in the empirical analyses using the cross section data 4） . Since 
this research uses panel data, it improves the weak points of the cross section data, and it makes it possible to 
analyze the effects of the self-employed. 
An aspect not captured by Model 1, however, is the employment periods of the present job or position. It 
seems that whether one could stay long or short in the present job affects the level of happiness. For example, 
it seems to be considered that short period of employment might give people anxiety of unemployment. Mod-
el 2 tries to capture such an effect by including Tenure (“How many years have you been working for your 
present company?”) as a linear fixed-effects estimator. The results from Model 2 report that, the longer people 
 4） Refer to Benz, M., & Frey, B., (2008).
Model (1) Model (2) Model (3)
(0.00178) (0.00180) (0.00180)
Undergraduate/postgraduate 0.131 0.112 0.0726
(0.0998) (0.103) (0.105)
Total net income (log) 0.112* 0.0968 0.0884
(0.0616) (0.0638) (0.0648)
Working hours per week 0.000536 0.00202 0.00102
(0.00297) (0.00306) (0.00308)








(Firm size) 2 -0.00112
(0.00429)
Constant 4.180 4.549 4.412
(3.067) (3.099) (3.103)
Observations 14,598 14,144 13,937
R-squared 0.003 0.004 0.004
Number of panel ID 5,232 5,152 5,109
Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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stay in his or her position the happier they are. However the effect of tenure is limited. 
In Model 3, in order to analyze the effects of people’s status (hierarchy) on happiness, firm size is used as 
the proxy variable to explain the happiness of self-employed people and the employed 5） . In general, big firm 
size means small extent of individual’s discretion. So, it may be expected that the rise in firm size has nega-
tive effects on happiness as the previous research shows. However, the result is quite different from them. The 
results show that the rise in firm size has slightly positive effect on people’s happiness, although the result is 
not statistically significant. The reason for this can be considerate as follows: (1) people may value job secu-
rity more than hierarchy in Japan, which might be reasonable in terms of Japanese culture, or (2) there might 
be something important effects other than hierarchy obtained from firm size in Japan, for example, big firms 
might have reputation effects, or (3) the hierarchy might be related with the job satisfaction not happiness, 
though these two variables have something to do with. 
IV. Conclusions
This paper empirically analyzes what determines the degree of happiness with specialized focus on the ef-
fect of non-pecuniary effect of the self-employed as well as on the effect of unemployment, which are more 
elaborate than the previous research, using the data of subjective evaluation on the Preference Parameters 
Study conducted by Osaka University. The main finding from the empirical analysis is that when choosing the 
self-employed, a non-pecuniary effect is expected to increase their happiness level.
With regard to unemployment, even it when people are employed at present, when they have feelings of 
fear of unemployment as well as when one of their family members is unemployed, their happiness would 
be reduced. It should be noted that this can be true even if income, assets and homeownership are being con-
trolled for. It implies that unemployment could cause not only the decrease in income but also psychological 
burden cost. This is quite different from neo-classical labor market, where one can find a new job easily as 
long as one accept lower wage. In particular, in societies such as Japan where social norms of getting job is 
very strong, the unemployed are exposed to be under strong pressure and get feel unhappy. Thus, the effect of 
unemployment on such non-pecuniary cost seems to be very large in Japan. 
With regard to academic career, people who graduated from university, postgraduate school and vocational 
school get higher level of happiness. It seems that many people might believe that academic career lead to 
success in life. Alternatively if people do not go to university, they might think they are behind the times. This 
might be a kind of psychological effect. 
 5） The study of Benz, M. and Frey, B. S. (2008) uses firm size to analysis the effect of hierarchy on happiness, where it is supposed that in-
tensity of hierarchy increases with firm size. With regard to the term “status”, it should be related to job position in a company. However, 
in our paper we only deal with the case of the self-employed and the employed. The extension of relationship between jobs satisfaction and 
status would be left to future research.
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People who are self-employed enjoy higher level of happiness than people who are employed by firms. It 
should be noted that this result can be true even if net income and working hours are being controlled. The 
reasons for this could be considered as ascribing to non-pecuniary benefits, such as being independent of or-
ganization, enjoying more self-determination, working to a schedule suiting yourself, and feelings of “being 
your own boss”.
Overall, the average level of Japanese happiness over the periods from 2003 through 2013 has been in-
creasing. Based on the results of the empirical analysis in our paper, In order to raise individual well-being, 
it is more effective to focusing on creating jobs and encouraging small- and medium-sized enterprises (SME) 
rather than making a policy to compensate the unemployed for their life. Furthermore, in order for an indi-
vidual to bring one’s abilities into full play, deregulation policy should be promoted positively. 
Though voluntary unemployment has been considered to take place, it seems that the possibility is low 
judging from the subjective questionnaire survey on happiness. Moreover, people tend to feel happy not only 
due to pecuniary factors but also non-pecuniary such as autonomy and self-determination over outcome. Fur-
thermore, hapiness depends on relative utility compared with people’s own aspiration level and the reference 
level people hold. Thus psychological factors affect happiness a lot. Data on subjective happiness would al-
low to analyze empirical investigations of these aspects as a source of people’s well-being.
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(in case of running your own business, the possibilities of discontinuing business) within 2 years.” Those who answered: 
1 stands for “Strong possibility”; 2 stands for “Some possibility”; 3 stands for “Little possibility”.
Health: In response to the question “Do you have anxieties about your health status?” Answer is given on a scale from 1 to 5, 
where 1 stands for “yes” and “5” stands for “not at all ”.
Inflation data are extracted from the World Economic Outlook Databases (IMF).
Unemployment rate data are extracted from the Labor Force Survey.
Firm size: there are 9 categories in the number of workers. 1: 1–5, 2: 6–29, 3: 30–99, 4: 100–299, 5: 300–499, 6: 500–
999, 7: 1,000–4,999, 8: more than 5,000, 9: government employee.
Tenure: in response to the question “How many years have you been working for your present company?” With 7 
categories: 1: less than 1 year, 2: 1–5 years, 3: 5–10 years, 4: 10–20 years, 5: 20–30, 6: 30–40 years, 7: more than 40 
years.
Income: total net income before taxes with bonuses included: 10 categories: 1: 0, 2: 1–1,000,000, 3: 1,000,001–
2,000,000, 4: 2,000,001–4,000,000, 5: 4,000,001–6,000,000, 6: 6,000,001–8,000,000, 7: 8,000,001–10,000,000, 8: 
10,000,001–12,000,000, 9: 12,000,001–4,000,000, 10: more than 14,000,000

